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ISRAEL: KEY ECONOMIC INDICATORS 


All values in U.S. $ million, Official Exchange Rate: 
unless otherwise stated. IL 4.20 = US $1.00. 


General Note: To facilitate comparison of trends, all data in Israel pounds are 
converted to dollars at the present official exchange rate, though this rate has 
been in force only since August 22, 1971. 


ge 
1969 1970 1971 in 1971 
GNP, current prices 3,781 4,394 5,217 
GNP, constant 1970 prices 4,101 q 304 q “704 = 
Total Resources, current prices , : 2 
Gross Private Disposable Income, 
current prices 3,536 3,839 4,413 15 
Investment in a 
current prices 1,036 


Government Budget (a 

GNP Per Genie current prices ($) 1,315 1,485 1,713 15 
Construction Starts (1000 sq.m.) 5,114 5872 6,040 13 
Average Unemployment Rate (%) 4.5 3.8 3.5 -8 


Average Wage ($ per month) a = pertaee) : 
Productivity Growth per Worker . ° ° - 

Industrial Production Index (1968=100) 115.9 127.9 143.25 12 
Average Population (thousands) 2,879 2,958 3,045 3 


MONEY AND PRICES 
Money Supply (b). 718 754 923 22 
Foreign Debt (b) 2,124 2,022 3,430 31 


Domestic Debt (c) 1,636 2,305 2,946 25 
Interest Rate (Big Banks) (%) 12 16 18 12 


Wholesale Price Index (1968=100) 102.1 109.3 120.1 10 
Consumer Price Index (1969=100) 100.0 106.1 118.8 12 


BALANCE OF PAYMENTS AND TRADE 

Foreign Exchange Reserves (b) 412 459 

Balance of Payments, basic balance, a” | -200 +91 oj a 
Balance of Trade, +/- 

Commodity Exports, FOB, gross 33 95- 775 OG 25 


U.S. Share 136 149 186 25 
Commodity Imports, CIF, gross 1 A 629 (d) 

U.S. Share 87(d) 
Tourists Arriving ous and 409 A 6 49 


U.S. Share (thousands) 148 167 256 $3 


in rts from anuary-June pr ts, million; 
and mechanical aratus, $26 million; Electrical enced and equipment, $17 million; 
Rough diamonds a6 million; Automobiles and parts, $8 million; Ships, planes and parts, 
$43 million; Chemicals, $8 million; Wood, paper and related products, $10 million. 


Particular Notes: (a) Fiscal year beginning April 1. (b) At December 31. 
(c) At March 31. (d) January-November. E = Estimate. 
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SUMMARY 


The Israeli economy in early 1972 is in its fourth year of continuous 
boom, and shows no sign of slackening. Inflationary pressures are 
severe: the consumer's price index rose 13.4 percent during 1971, partly 
due to the devaluation of the Israel pound in August. The government 
hopes to cut this price rise in half in 1972. Unemployment is currently 
at an all-time low, while more than 40,000 Arabs from the occupied 
territories are working in Israel. High export earnings and capital 
imports, as well as monetary expansion, have contributed to the current 
relative liquidity of the economy. In recent years gross national 
product (GNP) has increased an average of 7 percent per year in real 
terms and a similar increase is forecast for 1972. Private consumption 
per capita is forecast to rise 3.5 percent this year, more than in the 
last two years. The balance of payments showed great progress in 1971 

in expanding exports, restraining imports, and mobilizing capital in 
both loans and grants. The deficit on goods and services did not increase 
at all. As a result, foreign exchange reserves rose 60 percent to $732 
million at the end of 1971. Aid by the United States Government totaling 
over $1 billion during U.S. fiscal years 1971 and 1972 has played a key 
role. 


The commercial outlook for the coming year is bright and the market for 
enterprising businessmen promising. Following the devaluation, business 
inventories were run down sharply in a buying spree at the (controlled) 
old prices. Businesses have not restocked to the previous levels. 
Israeli buyers are usually prepared to pay a premium price for tradition- 
ally higher quality American products, but in recent years the U.S. share 
of the Israeli market has tended to decline as U.S. prices got out of 
line with European competitors. The international monetary changes in 
December lay a basis for the United States to improve in 1972 on the 23.7 
percent of the Israeli market which it earned in 1971, if the benefits of 
the devaluation are not dissipated by price rises. However, stiff compe- 
tition by Common Market countries will continue, aided by tariff concessions 
Israel extended in its trade agreement. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Israel has been undergoing a continuous economic boom since 1968. All 
the characteristic features of a boom are present: a low rate of un- 
employment, stiff inflationary pressures affecting both prices and 
wages, an expanding money supply, a high level of activity in the con- 
struction sector, and an optimistic outlook among businessmen. Super- 
imposed on the boom is a long-range and intense effort, independent of 
economic considerations, to expand the industrial base for defense 
reasons. The substantial surge in construction activity, both hotels 
and private housing, is in response to the tremendous expansion in 
tourism to Israel (49 percent increase in 1971 over 1970), and to a 
forecasted rise in immigration, together with an increasingly insistent 
domestic demand for more and better housing. 


All indications are that the boom will continue throughout 1972 and into 
1973, an election year. 


The key issue in fiscal policy in the past two years has been the mobi- 
lization of resources required for defense. This has meant a very 

large increase in the central government budget, increased taxes, and 
restraining the rise in private disposable income. A large sum has been 
spent abroad on arms during these two years -- over $1.1 billion. To 
assist Israel in bearing the load, the U.S. Government has extended 
over $1 billion in financial assistance from all sources during U.S. 

FYs 1971-72. As a result Israel has been able to sustain a guns-and- 
butter economy at a relatively high level of consumption, while mounting 
an extensive investment program in defense and related industries, and 
accumulating substantial reserves. This pattern is expected to continue 
in 1972. However, the boom has exacted a price in terms of wage and 
price rises. 


Involuntary unemployment is virtually nonexistent, while over 40,000 
Arabs from the occupied territories have been drawn into the Israeli 
labor force (particularly the building trades and seasonal agriculture). 
Unfilled job opportunities exceed the number of those looking for work. 
Although the 1972/73 national wage agreement provided moderate increases, 
labor market conditions may induce employers to pay above the agreed 
increases. 


The consumer price index rose more than one percent per month on the 
average in 1971, and this trend continued in early 1972. The rise from 
December 1970 to December 1971 totaled 13.4 percent, partly as a result 
of the devaluation of the Israel pound to IL 4.20 = US $1.00 in August 
1971. Wholesale prices increased 10.5 percent during 1971. In addition 








to the devaluation (which amounted to 20 percent), the existing 20 
percent import surcharge and corresponding export subsidies were main- 
tained. The Israel pound has thus been effectively devalued by 40 
percent against the dollar since mid-1970, and even more against 
appreciating European currencies. 


The balance of payments did very well in 1971, both on current and 
Capital account. Commodity exports increased an extraordinary 25 
percent, while exports of services, paced by the 55 percent rise in 
tourist earnings, grew 26 percent. As a result the deficit on goods 
and services, which had increased 40 percent in 1970, did not rise at 
all in 1971. Net capital imports exceeded $1.5 billion, including 
unilateral transfers of $745 million. The forecast for 1972 is more 
modest; much will depend on the government's success in restraining 
the inflation which would dissipate the trade advantages gained through 
devaluation. One of the fruits of the successful performance on the 
balance of payments was the rise of 60 percent in foreign exchange 
reserves, to $732 million at the end of 1971. 


Monetary policy in 1971 tended to be restrictive, but in spite of this 
the money supply expanded very rapidly, and the economy remains rela- 
tively liquid in early 1972. This may be attributed to several factors: 
(1) government borrowing from the central bank; (2) high export earnings 
and capital imports, converted into local currency; and (3) the sharp 
running down of inventories of imported goods at the (controlled) old 
prices foilowing the devaluation. 


The gross national product rose about 7 percent in real terms in 1970 
and 1971 and a similar increase is forecast for 1972. Private con- 
sumption per capita, restrained in the past two years by the defense 
requirements of the government, is expected to grow by 3.5 percent in 
1972. 


IMPLICATIONS FOR THE UNITED STATES 


As a result of the very successful balance of payments performance 

during 1971, and the prospects for a good year in 1972, Israel has the 
foreign exchange to buy abroad what it wants. In recent years the U.S. 
share of the Israeli market has tended to decline as U.S. prices got 
increasingly out of line with Europe's. In January-November 1971 the 
U.S. share amounted to 23.7 percent of Israel's imports. The devaluation 
of the dollar against its main industrial competitors in December 1971 
provides a basis for checking this trend in 1972; but aggressive 
merchandizing is required to match that of European countries, particularly 
the Common Market which enjoys tariff concessions deriving from its 
agreement with Israel. 


Generally, the best prospects for American sales in Israel lie in fields 
where premium quality, which is usually appreciated by Israeli buyers, 
offsets our price disadvantage vis-a-vis other suppliers. 


The electronics industry, which is at the moment one of the fastest 
growing fields, will offer a continuing market for production equipment, 
instruments, and parts of high-quality American manufacture, as well as 
openings for licensing American know-how. 


The expansion of defense and other industries in Israel provides a 
steady market for machine tools. Since production runs in Israel are 
relatively short, there is an incentive to purchase sophisticated, 
versatile tools. 


The general field of packing, packaging, materials handling, and trans- 
portation of cargo will offer increasing opportunities as the Israeli 
export drive gathers increased momentum. 


The dramatic increase in tourism to Israel in 1971 (up 49 percent over 
1970), 39 percent of which was American, is expected to increase further 
in 1972 and in 1973, Israel's 25th anniversary year. A large number of 
hotels is under construction, expansion, or contemplated. All kinds of 
equipment, appliances, and supplies for the hotel, restaurant, and 
tourist trades will be required in the near future. Since the prepon- 
derance of tourists are from the United States, American suppliers have 
a presumptive advantage in this field. 


Residential, hotel, and commercial housing are in acute short supply in 
Israel, and construction methods are outdated. There will be a steady 
demand for know-how and products that will make building more efficient -- 
such as prefabricated techniques, sophisticated concrete technology, 

and the introduction of unitized bathrooms and other modular building 
concepts. 


Water shortages are approaching the critical stage, and products, 
techniques, and services that will enable more efficient use of the 
area's scarce supplies of fresh water will continue to be in demand. 


Equipment that will increase the productivity of Israel's limited labor 
supply is also in high demand. is applies at all levels of labor, 
although it is most conspicuous with respect to unskilled workers and 
those engaged in routine occupations requiring a moderate level of skill. 
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